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'DEPARTMENT OF THE TREASURY.
INTERNAL REVENUE SERVICE
WASRBINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNHENT ENTITIES
DIVISIO

'Date:»ml.:;_zm_ . . Contact Person:

Identification Number:
]

Employer Identification Number: NN

- f DearApphcznt:

R 'We have considered your application for recognition of exemption from federal income tax
R undersecbon 501(a) of the Internal Revenue Code as an organization described In section
- 501(cX3). Based on the information submitted, we have concluded:that you do not qualify for
exemption under that section. The basis for our conclusion is set forth below.

. 'YousiateMtyowwrﬁoseiémpmnmmearts,byprovidlngartistsandart . ‘
organizations with resources that they currently do not have, to fund themselves and to broaden
thelr exposure Yourachvitm in furtherance of this purpose are: -

1. _ Licenslng — You state that W%. of your activities will be engaged in licensing artists and

" art organizations. You state. that licensing will allow artists to concentrate on their art

" and promote themseives through the selling of merchandise bearing: thelr name. You

. state that your services relieve the artist or art organization of the money, time and risk:

" involved in marketing and promotions. You state that you will be involved with other art
organizations, e.g. NG I B, 2nd fiim festivals with the
intent of providing licensing services. Under your licensing agreement, you will retain
the exclusive right to use and grant licenses for the use of the name, trademark,

" service marks, designs, logos, graphics and/or symbols on merchandise sold in
connection with the marketing of the merchandise. ‘You state that royalties and Il
of the proceeds received will be paid to the individual artist or organization. The '
remaining proceeds will be retained by you.

" 2. Merchandising — You state thatlll% of your activities will be spent creating
.~ merchandise for sale based on the art of the artist or organization. You state that you
- wilt assist art organizations with merchandising of products by designing and creating
- products to be sold by the art organizations. Youstatethatyou will create the designs
to the artist’s or the organization’s satisfaction using your in-house graphic designer. .
" The merchandise will consist of calendars, soft goods, t-shirts, sweatshirts, tote bags,
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" mugs, blankets, cards, stationary and journals. The ftems will be sold wholesale to
vendors, arﬂsts and art organizations. . Any sales to the general public will be at retall. ..

’ Markeung Youstate.%ofyourachvnywillbespernmaﬂ(eﬁngarhslsandart
organizations and related merchandise. You state that your. philosophy is the same as
, “to keep all of the tearns (art organizations) strong through a unified
offort.” Youstateﬂlatyouwlllorgamzetheartaam do for artists and art organizations,
whet I did for football. Using licensing and marketing, youplantnbu:lda
market presence for the artists and art organizations, allowing the artists, to .
~oonoenu'ateonmerart.free|ngmemfrantheenhremerchand|smg cycle.

4. Solicitation of Donations — Youstatemat.%ofyouracuwtymllbedevotadto
solicitation and fundraising to provide you with the necessary. funding to license several
arfists and/or art organizations. You state that you plan to solicit donations from banks,

. television stations, radio stations, newspapers, and insurance companles, °

Youwlnnotbeengagedinsponsoringorholdmganyartemntssudwsmtshowlngs
: gallatywems,artsales efc. . You state that your activity may include co-sponsoring.such
: 'events ifthemlsap@nﬁaltolicersearwdﬁnearﬂsﬁororgantzahonsatthaeven&

. You state that your primary fund raising activity will be licensing organizations, creating
) designsbasod ontheirtrademarks and pmducmg merchandise to be sold wholesale at a profit.

‘You anticipate that lt wlll require approximately ST in minimum working capltaito
increase your eamned income, which you define as income derived from licensing activities. You
state that you will approach individuals for. private donations until you become self-supporting.
You state that your need for pﬁvate donations. wil diminish as the Iloenslng of artists and art
o;ganlzabom grows, -

You state that you are related to a for-profit entity, INNNEEREEERENNNN (E!N: -

is an S corporation whose business purpose is to support

’ aMbypvadlngmemwiﬂw retail outlet for merchandise related to their artwork and to offer
educational opportunities through classes and s . Information submitted indicates that
you have an interlocking board of directors with . You state that NG
—ls oneof your vendors, but that all transactions will be conducted at arm’s length.

Secﬁon 501 (c)(3) of the Intemal Revenue Code provides an exemption from taxation for
otgamzabons organmedandoperated exclusively for charitable and educational purposes.

: _ Secﬂon 1.501 (c)(3)-1(b) of the Income Tax Regulations provides that an organization Is
organized exclusively for one or more exempt purposes only If its articles of organization limit
the purposes of such organization to one or more exempt purposes; and does not expressly
empower the organization to engage, otherwise than as an insubstantial part of its activities, in
activities which in themselves are not in furtherance of ohe or more exempt purposes.




Section 1.501 (c)(3)-1 (cX1) of the regulations provides that an organlntron will be regarded

 as "operated exclusively” for one or more exempt purposes only.if it engages primarily in

activities, which accomplish one or more exempt purposes specified in section 501(c)(3). An
organization will not be regarded h'morethan msubstantlal partafrtsactlvrues s notin

ﬁxrﬂreranceofanexemptpurpose

Section 1.501 (c)(3)-1 (d)(1 )(i) of the regulations provides thatan organlzation is not
organized or operated exclusively for one or more exempt purposes unless it serves a public
rather than a private interest Thus, to meet the requirement of this subdivision, it is necessary
for an organization to establish that it is n6t organized or operated for the benefit of private
interests such as designated individuals, the creator or his family, sharsholders of the
.- organization, or persons controlled, directly or indivectly, by such private interests.

. Section 1.501(c)(3)-1(e) of the regulations provides that an organization may meet the
requirements of section 501(c)(3) although it operates a trade or business as substantial part of
_ lts activities, if the operation of such trade or business is in furtherance of the organization's .
. emnptpwuseaMHﬂreomanhaﬁmisnmagammdmopamgdformepdmawpumosed

ca‘ryhgonanmelateduadeorbusinass in determining the existence or nonéxistence of -
‘such primary purpose, all the circumstances must be considered, including the size and extent .
of the trade or business-and the size and extend of the activities which are in furtherance of one
or more exempt purpases. An organization, which Is organized and operated for the primary

: ,pwpwaotwrymgonanunrelatedtradeorbudness Isnotexemptundersection 501(cK3) of
'.thecode :

. Seuhon 513(a) of the Code provrdes that the term "unrelated lrade or business” means any
- -trade‘erbusm the conduct of which is not substantially related (aside from the need of such
for income or funds or the tssenm&esofﬂrepmﬂbdenved)tomeexerdseor ‘
. perférmance by such organization of its charitable, educational, or other purpose or function
constituting the basis for its exemption under section 501.. Such term does not include any
tradde or business: (1) in which substantially all the work in canying on such trade or business is
performed by the organization without compensation; or (2) which is carried on, in the case of
an organization described in section 501(c)(3), by the organization. primarily for. the convenience
- of its.members, students, patients, officers, or employees; or.(3) which is the selling of
merchandise, substantially all of which has been received by the organization as gifts or

Section 1.513-1(d)(1) of the regulahonspmvrdesmat.lngeneral gross income derives
from*unrelated frade or business,” within the meaning of section 513(a) of the Code, if the
conduct of the trade or business is not substantially related (other than through the production of
" funds) o the purposes for which exemption is granted. The presence of this requirement
mmmdmmlpbemnﬂBMnﬁsammes which generate
thaf«;mhedarinoomernquesbon andtl'reaooorrphshmentofheorganlzahonsexempt
‘purposes. )

_ Section 1.513-4(d)X2) of the regulations provides that trade or business is "related". to
exemnpt purposes, in the relevant sense, only where the conduct of the business activiies has




'causal relaﬁonshlptotheaduevementofexemptpurposes andis substantlally related,” for
purposes of section 513 of the Code, only if the causal relationship is a substantiat one... Thus,
fortheoonductoftmdaorbusmessfromwhbhapaxﬂcularamountofgrossmcomeisdenved
to be substantially related to purposes for which exemption is granted, the. production-or
dlshwuhonofmegoodsu'meperformameofmeservicesfromwhichthegrosslncomeus
derived must coniribute importantly to the accomplishment of those purposes. . Where the
. production or distribution of the goods or the performance-of the services does not contribute
to the accomplishment of the exernpt purposes of an organization, the income from
the sale of the goods or the performance of the services does not derive from the conduct of
- related trade or business. Whether activities productive of gross income contribute importantly
to the accomplishment of any. purposeforwhldlanorganﬁon is granted exempﬂon depends
meadlmseuponmefadsandurwmstanoemmowed —

Rev Rul. 66-178, 1966-1 C.B. 138holdsthatanorganlzatlon createdtofosterand
: devebpmearlsbysponscnnganannuﬂpublice)dﬁbltatwmchartworksofunkmwn but
_ promising arlists are selected byapanelofexpemudgesandgramm:.uslydlsplayed is exempt.
~fmmFedetalhoometaxundersechon 501(cX3) of the Code.

Rev. Rul 68-167, 1963-1 C.B. 255 provides that an organization, whlch assists needy

' :'Womenlneamlngheomebyopenaﬁngamarketforﬂwesewomentosellooolqngand

neediewoik is exempt from Federal income tax under section 501(c)(3) of the Code. Although

the organization charged a small sales commission for services, it was not self-supporting and it

served a charitable purpose by providing the market for the women to seli their products .
pm\ndmg a source of ineome

Rev Rul. 71-305, 1971-2 C.B. 228 holds that a cooperabve art gallery formed.and
operated by a group of artists for the purpose of exhibiting and selling their works does not
qualify for exemption under section 504(c)3) of the Code. The gallery was engaged in showing -
and selling the works of its own members and was used as a vehicle to advance their careers.
Itsewedmepmratepurposeofltsmembevscam'arytomeregulaﬂons .

: Rev Rul 76-152, 1976-1 C.B. 152, dlarifying Rev. Rul. 71-395 provides that an
organization formed by art patrons to promote community understariding of modem art by
- solecting for exhibit, exhibiting, selling work and retaining a commission does not qualify as an
organization described in-section 501(cX3) of the Code. . The artists were directly benefited by
the: eadabttion and sale of their work.

oo 'Fhalnfomaﬁonyouhave submitted estabhshasMyoursoleacuvuynsmlioenseme
intellectual praperty of artists and art organizations. Such activily is typically conducted In a
commercial manner. . Section 1.501(c)(3)-1(c)1) of the regulations provides that an organization
wili not be regarded as operated exclusively for charitable purposes if more than insubstantial
paxt of its activitles is not in furtherance of an exempt purpose. Unlike the organization in Rev.

. Rul. 66-178, supra, you do not gratuitously display artwork or sponsor events. You state that

you will consider such activities only if there is an opportunity to provide licensing services to the

artists or art organizations involved in the event. ‘You state that your l®% of your total activities
arg Menslng, merchandismg and marketing of aﬂsts and art orgamzatlons and P of your
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activities will be related to sobclﬂng contﬂbuuons. After your have reached your minimum
workmg capwal of $- you will become self-supporting through only your. licensing

Unlike the orgarilzahon in Rev. Rul. 88-167, supra, which provides a market for needy
women 1o sefi their handiwork, you are not limiting your charitable class. You are providing
services to anyone who wishes to pay you a service fee, represented by. your share. of the net
proceeds from the sale of merchandise. . The services resuit In the creation of ordinary.
consumer products that are sold to benefit the individuals or organizations contracting for such
services. Section 1.501(c)(3)-1(e) of the regulations provides that an organization that engages
ina regular business of a kind ordinarily carried on for profit is.an unrelated trade or business
and is not.exempt under section 501(c)(3) of the Code. .

Secﬂon 1 501(c)(3)-1 (d)X(1)(li) of the regulations provides that an organization may.notbe -

- exempt it it is operated for. the benefit of private individuals. Youractiwbaeresimllartothose i
found in Rev. Rul.71-375, supra and Rev. Rul. 76-152, supra. You are engaged in activities. that

- beneﬁtprivata Individuals. 1t does not matter that those individuals: are engaged in the arts. .

. Furmemore youstateﬂmtyouarerelatedbafor—pmﬂto:ganlzahon which will be
- engaged in business with you. Whﬂeyoushtaﬂwtallh'ansacﬁonswillbeatannslengm it
maynotbemewseasyouhaveanhterbddngboardofdlrectors

: The commercial pu:poses of your. activities far outweigh your exempt purposes. Such
_ activntyls an uvelated trade or buslness and not in furtherance of an exempt purpose....

Acoordmgly you do not qualrfy for exempﬂon as an organization described In section
-, -501 (eX3) of the Coda and you must file federal income tax retums.

Contributlons to youare not deductible under section 170.of the Code.

. You have the right to protest this ruling if you beheveltnsmconacl. To protast, you should.
‘ submitastatementofyourvlewatothlsoﬂioe with a full explanation of your reasoning. This
statement, signed by one of your officers, must be submitted within 30 days from the date of this
letter. You also have a right to a conference in this office after your statement Is submitted. .

You must request the conference, if you want one, when you file your protest statement. . If you
'-aretoberepmentedbysomeonewhoisnotmedyourofﬁcers that person will need to file a
propéer. power of attomey and otherwise qualify under our Conference and Practices
Requirements.

. If you do not protest this suling in a timely manner, it will be considered by the Internal
. Revenue Service-as a fallure to exhaust available administrative remedies., Section 7428(bX2)
" of the Code provides, in part, that a declaratory judgment or decree under this section shall not
be issued in any proceeding unless the Tax Court, the United States Court of Federal Claims, or
the District Court of the United States for the District of Columbia determines that the
. arganization involved has exhausted administrative remedies available to it within the Intemai
Revenue Service,




.- .. Ifwe do nothear from you within 30 days, this ruling will become final and a copy will be
' . forwarded to the Ohlo Tax Exempt and Govemnment Entities (TE/GE) office. Thereafter, any
" questions about your federal Income tax status should be direcied to that office, either. by calling
. 877-829-5500 (a toll free number) or sending comespondence to: Internal Revenue: Service,

_ TE/GE Customer Service, P.O. Bax 2508, Cincinnati, OH 45201. TheappmpriateState :
Ofﬁdalsw:llbenoﬁﬁedofhlsacﬁonmaccordmwnh%deseeﬂonﬂ“(c)

T Whensandmaddlﬁonalletterstousmﬂuespecttoﬂusease you\mllexpeditaihelr
_ reeaptbyusingﬂlafollunlngaddress

lntemal Revenue Servlce

- TEIGE

—
1111 Constitution Ave, NW.
Washmghon b.C. 20224

o lfyouhaveany queslions please contactﬂreperson whose nameandtelephone number
_areshowninmehead'mgofﬂwlsletter _ ’

Smcerely

(ﬂaned)—

L]
Manager, Exsmpt Organizations
Technlwl Group 2




